UK corporations. Goldman Sachs announced it was setting up such a buy-out company itself because the issue of pension liabilities was beginning to impede its mergers and acquisitions activities. So there was now clear evidence that a new global capital market in longevity risk transference was beginning to emerge. However, as with many other economic activities, not all progress follows a smooth path. The EIB/BNP/PartnerRe longevity bond did not attract sufficient investor interest and was withdrawn in late 2005. But a great deal was learned from this about the conditions and requirements needed to launch a successful capital market.
The third conference was held in Taipei, Taiwan on 20-21 July 2007. It was hosted by National Chengchi University.
2 It was decided to hold the third conference in the Far East, not only to reflect the growing importance of the Asia in the global economy, but also in recognition of the fact that population ageing and longevity risk are problems that affect all parts of the world and that what we need is a global approach to solving these problems.
3 Since the Chicago conference, there had been many new developments, including: the release of the LifeMetrics Index in March 2007 by JPMorgan, the Pensions Institute and Watson Wyatt (www.lifemetrics.com); the world's first publicly announced longevity swap between Swiss Re and the UK life office Friends' Provident in April 2007 (although this was structured as an insurance contract or indemnification rather than a capital market transaction); and the launch of the Institutional Life Markets Association also in April 2007.
Since the Taiwan conference, there were further developments in the capital markets. In December 2007, Goldman Sachs launched a monthly index suitable for trading life settlements. 4 The index, QxX.LS, is based on a pool of 46,290 anonymized lives over the age of 65 from a database of life policy sellers assessed by the medical underwriter AVS (www.qxx-index.com). In July 2008, Institutional Life Services (ILS) and Institutional Life Administration (ILA), a life settlements trading platform and clearing house, were launched by Goldman Sachs, Genworth Financial, and National Financial Partners. ILS/ILA are designed to modernize dealing in life settlements and meet the needs of consumers (by ensuring permanent anonymity of the insured) and of the capital markets (by providing a central clearing house for onward distribution of life settlement assets, whether individually or in structured form).
The world's first capital market derivative transaction, a q-forward contract 5 between JPMorgan and the UK pension fund buy-out company Lucida took place in January 2008. The world's first capital market longevity swap was executed in July 2008. Canada Life hedged £500m of its UK-based annuity book (purchased from the defunct UK life insurer Equitable Life). This was a 40-year swap customized to insurer's longevity exposure to 125,000 annuitants. The longevity risk was fully transferred to investors, which included hedge funds and ILS (insurance-linked securities) funds. JPMorgan acted as the intermediary and assumes counter-party credit risk.
At the same time as these practical developments in the capital markets, academics were continuing to make progress on theoretical developments, building on the original idea of using longevity or survivor bonds to hedge longevity risk in the capital markets (Blake and Burrows, 2001 ). These included:
• Design and pricing of longevity bonds (e.g., Blake et al, 2006) • Design and pricing of longevity-linked derivatives, such as survivor swaps (e.g., Dowd et al, 2006) , survivor forwards and swaptions (e.g., Dawson et al, 2008) , and mortality options (e.g., Milevsky et al, 2001 ) • Securitization and hedging in life insurance and annuities (e.g., Cowley and Cummins (2005), Dahl and Møller (2006) , and Lin and Cox (2005)) • Mortality modelling (e.g., Cairns et al (2006 , 2009 , and Blake et al (2008) ) • Mortality term structure modelling and pricing (e.g., Bauer (2006) , Bauer and Russ (2006), Biffis et al (2006) and Hari et al (2008)) We decided to hold the fourth conference back in Europe, this time in Holland. Holland, like the UK and Ireland, is a European country with significant occupational defined benefit liabilities and hence has a significant exposure to longevity risk.
The following keynote speakers addressed the conference: A number of the papers that were presented at the conference will be published in a special issue of Insurance: Mathematics & Economics that will be edited by Anja De Waegenaere, David Blake and Theo Nijman.
At the end of the first day of the conference, there was a debate involving two motions which the conference participants voted on:
• "Longevity risk transfer will always be preferred in insurance form rather than via the capital markets" • "Longevity risk in pension funds will be much larger than investment risk in 15 years' time" The debate was chaired by Tom Boardman (Director of Retirement Strategy and Innovation, Prudential UK). The first motion was proposed by Gavin Jones (Vice President, Swiss Re) and opposed by Guy Coughlan (Managing Director and Global Head of LifeMetrics and ALM Advisory, JPMorgan Pension Solution Group). The second motion was proposed by Theo Kocken (Founder and CEO, Cardano Group) and opposed by Onno Steenbeek (Head of Corporate ALM and Risk Policy of the All Pensions Group, APG). Both motions were defeated in votes by audience participants.
Longevity Five will take place in New York on 25-26 September 2009. The North American Actuarial Journal will publish a Special Issue of selected papers presented at the conference.
